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My name is Eric Thornburg and it is my privilegeléad Connecticut Water Service, Inc.
(CTWS). CTWS provides high quality drinking wagerd world class customer service to
families and communities in 76 cities and town®asmMNew England. We serve over 400,000
people.

This is my 34 year in the drinking water profession, having serwith water service providers
in Pennsylvania, Indiana and Missouri, prior tsjog CTWS in 2006. | am also a past
President of the National Association of Water Camps (NAWC), the organization
representing private and investor owned watettiglinationwide. Our member companies
serve over 73 million people across the UnitedeStat

| am passionate about the drinking water professWiater touches everything that we care
about. It provides for the health of our familidsir safety through fire protection, the
economic development of our communities and thditguat life enhancements that come
through its natural beauty. Water truly changesrghing.

Water utilities have a unique responsibility intsirsably managing water resources, while
providing for public health and safety. This ragsithe efficient and effective management and
stewardship of the water infrastructure that seotestomers today. It also includes the
systematic replacement of these systems as thely tka end of their useful lives. This will
allow future generations to likewise enjoy thisqoeis resource.

There are a number of unique facts about watetiesiland the infrastructure our communities
rely on for public health and safety:

* There are over 50,000 drinking water utilities aatvide. Most are small, with over 75%
serving less than 3,300 customer connections.

* Water utilities are highly capital intensive, regug considerable investment in plant and
equipment to produce safe and adequate drinkingrsatvice. Water and waste water
systems are more than twice as capital intensivaegsric and gas utilities.



» Aging infrastructure is a major issue for our natioNVater utilities have a significant
challenge in this regard. Eighty percent (80%)wf systems can be found in the buried
assets that convey the water from the source ttatheMuch of this pipe was installed
during the growth of suburban America after theatesion of World War Il. This pipe
must now be replaced.

» Experts refer to this as the “replacement era”! Waee over 700,000 miles of water
mains in the nation. Each year, water utilitiesudtl be replacing at least 1-2% of these
assets in order to achieve a 100-year replacenyeld. cThe capital needs will keep
coming year after year for decades.

» With the deteriorating state of buried pipe aciibgesUS, there are over 240,000 water
main breaks and two trillion gallons of treated evdost every year at an estimated cost
of $2.6 billion.

* The U.S. Environmental Protection Agency (EPA) #relGovernment Accountability
Office (GAO) estimate the current water infrastuetfunding gap to be as high as $1
trillion through 2050. Over 65% of that is neededeplace water mains reaching or past
the end of their useful life.

* In addition to the EPA and GAO assessments, therisare Society of Civil Engineers
(ASCE)—gave the U.S. water and wastewater infragira a “D minus,” as part of its
infrastructure report card. According to the AS@Hgft unchecked, these conditions could
cost businesses $147 billion and cost househol@biion. ASCE also notes that under a
worst-case scenario, the U.S. could lose nearly0D@0jobs by 2020.

In response to this significant challenge, the dal Association of Regulatory Utility
Commissioners (NARUC) passed a resolution in 20&a8&cognized the important role of
innovative regulatory policies in facilitating tle#orts of water and wastewater utilities to addres
their significant infrastructure investment chafies.

Founded in 1889, NARUC is a non-profit organizatitmdicated to representing the State public
service commissions who regulate the utilities gravide essential services such as energy,
telecommunications, power, water, and transporatio

NARUC's resolution stated that the traditional cokservice ratemaking, which has worked
reasonably well in the past for water and wastemikties, no longer adequately addr essed
the challenges of today and tomorrow.

Public Utility Commissioners from across the Unittdtes recognized that the traditional cost
of service model is not well adapted to a no or gyawth, high investment utility environment
and was unlikely to facilitate the necessary year gear investment in infrastructure
replacement.



NARUC emphasized thatter native regulatory mechanisms would enhance the efficiency and
effectiveness of water and wastewater utility ragah byreducing regulatory costs while
providing the predictability and regulatory certgithat supports the attraction of debt and
equity capital at reasonable costs.

It is against this backdrop that the States of @cotiout and Maine passed legislation that has
materially changed the manner in which utilitieglaee infrastructure. In 2007, Connecticut
passed the Water Infrastructure and Conservatignstdent (WICA) (see Appendix). Maine
passed the Water Infrastructure Sustainability Ga@wISC) in 2013.

Infrastructure Adjustments

The legislation in Connecticut was designed to anbdhe state’s capital supportive climate in
order to promote investment in water systems. €aptal would accelerate the replacement of
aging infrastructure, improve system reliabilitgplace undersized pipes, and reduce the amount
of water lost to leaks, while fostering economigelepment and creating high paying, skilled
jobs. The legislation was developed with consutafrom the state’s consumer advocate to
ensure there were appropriate customer safeguazdgoorated into the process.

Connecticut’s WICA requires water utilities condactinfrastructure assessment report (IAR)
that demonstrates the system needs and develofeamain replacement prioritization model
and file them with the Connecticut Public UtilityeBulatory Authority (PURA). Once approved
by PURA, the utility may proceed with the systematiplacement of pipe, service lines,
hydrants and other assets that promote water ardenonservation. WICA also covers the
necessary improvements for systems acquired bgrantgities in order to improve water

service to the acquired customers. This featutbefegislation was designed to create a further
incentive for larger water systems to acquire sengfioorly capitalized utilities that struggle to
finance the necessary infrastructure replacement.

Maine’s WISC goes one step further and covers ateninfrastructure including wells, tanks,
and water treatment plants that require replacemgath states have seen significant increases
in the rate of asset replacement since these hawis been put in place.

Connecticut’s criterion for ranking projects wasagdished through a generic docket
before PURA and has been established to includétioeving factors:

* Main Breaks — break history and outage impact.

* Pipe Age / Useful Life — age, material, locationdaxpected life.

* Material Integrity — known issues with materialsaacounted for water losses, leaks.
» Critical System Impact - impact on customers oepaal failure.

* Water Quality Issues



* Hydraulic Capacity — pressure & volume complaimefational issues, fire flow
adequacy.

» Scheduled Work Coordination — with state or townjgxts with potential for
restoration/paving savings.

» Other (To be Specified by the Applicant) - Uniqustomer or community
considerations or other mitigating or unanticipasctors or conditions.

Once the work is completed, the utility can théa for an adjustment to the WICA surcharge
that appears on all customer water bills.

The WICA adjustment is calculated as a percentbgsed on the original cost of

completed eligible projects multiplied by the appble rate of return, plus associated
depreciation and property tax expenses relatedigible projects and any reconciliation

adjustment calculated as a percentage of the retadr revenues approved in its most
recent rate filing for the regulated activitiestioé water company.

The surcharge can be modified twice a year andpped at 10%. Typical adjustments for
Connecticut Water are 1 — 3 % per year. In thateygars our program has been in use,
we have averaged less than 5 customer complainigepe regarding the surcharge.

Since its inception, Connecticut Water has repl@%dmiles of pipe with an average age of
just over75 years. We have seen®.2% reduction in unlined cast iron pipein service. We
have reduced thgalvanized steel pipe by 80.2%. A reduction 066.5% of the pipe lessthan
4inchesin diameter has also been achieved. Notable improvementatanguality, main
break, leakage reduction, and improved fire flovesaready evident.

My company is now replacintp miles of pipe per year, which is approximately 1% of our
piping inventory. Prior to the implementation ol@A, we were replacing no more than 4 miles
per year, which is roughly a 375-year replacemata r Many of the municipal utilities in our
state which are not regulated by PURA lag consldgran their replacement cycles because of
the reluctance to seek rate cases to recover #is.cdhis simply defers the problem for the next
generation or until an operational or water quatiigis forces the investment. The tragedy that
occurred with the water system in Flint, Michigarust one indicator of what can occur when
there is a lack of capital and investment in a wsystem.

Additionally, we have not had to file a General&@ase (GRC) since 2010. Without WICA,
we would have filed at least two general rate césescover the annual capital outlays of
approximately $12-15 million per year.



A typical rate case costs Connecticut Water ab800#®00 and spans six months, which is one
of the shorter statutory periods in the United &taBy contrast, Missouri takes 11 months —
significantly longer and costlier. Maine’s GRC pegs typically takes 4-6 months, but the
WISC program has likewise changed the frequensuoh filings.

Importantly, the cost of rate proceedings is recesdrom customers in nearly all states,
Missouri included. In Connecticut and Maine, agislators and regulators agreed that rather
than burdening the state agencies limited staffudiities committing their staff, paying the
attendant legal costs and hiring rate case expattisrequent full rate case proceedings,
customers should benefit from the saving that cbeldealized through additional investment in
the infrastructure that serves them. The era o€Gks coming to an end and customers,
communities, and the environment are the winners.

Additionally, the Connecticut Department of Econormievelopment reviewed our annual
pipeline replacement program to better understenecionomic impact. They determined that
our program directly created 157 fulltime constimctor related jobs in the state; a great
additional benefit for our economy.

There are significant and important consumer ptates built in to the process as well
including:

* The company has to demonstrate the needs of §sters through the initial
Infrastructure Assessment Report and followinggheritization mode, and then
the priority list for eligible projects is subject review with each filing for a
surcharge.

» All costs for completed WICA projects are reviewasdl subject to a prudency
test by PURA before a surcharge is approved.

» The company must also submit an Annual Reconalaieport (ARR) to the
Department on or before February"2% each year to reconcile the WICA
charges or credits applied to customer bills ingher year.

» If the department determines that a water compaey-collected or under-
collected the WICA adjustment, the difference bemvthe revenue and costs for
eligible projects will be recovered or refundedapgropriate, as a reconciliation
adjustment over a one-year period.

The process is all conducted in hearings openegtiilic and customer communication is
required (See attached letter in Appendix). Anlaxation of the charge is provided on each
customer’s bill and there are regular communicatiimncustomers about the projects and the
benefits of the WICA program. It has been a gtealfor addressing the infrastructure
challenge.



Besides Connecticut and Maine, the following stheege varying versions of the infrastructure
surcharge in use:

lllinois

Indiana

Ohio

New York
Pennsylvania
New Jersey
Delaware

New Hampshire
. Tennessee
10.Arizona
11.North Carolina
12.Nevada
13.Rhode Island
14.Missouri*
15.West Virginia**

©CoNo~wWNE

*Missouri passed the Infrastructure System Replacamh Surcharge (ISRS) in 2003, which is
narrower than other mechanisms and only applies3t Louis County. My understanding is
that the mechanism is currently in jeopardy dueaalrop in the County’s population, which of
course has not lessened the need for infrastructureestment.

** The West Virginia PSC encouraged West Virginiawerican Water to file for a DSIC
mechanism. The case is currently pending.

| would urge the State of Missouri to support tise of capital supportive mechanisms like
WICA and WISC that hold utilities accountable faliglering sustainable asset management
plans. It's a low cost approach to incenting isfracture investment without taxpayer dollars or
subsidies. That makes it a win for customers amdneunities, while making Missouri more
competitive with other Midwest states.

Water Revenue Adjustment Mechanism (WRAM)

If you stop and think about it, water utilities leatvaditionally benefited financially by selling
more water. | suspect we would all agree thatrilms somewhat counter to common sense and
in conflict with a number of broader public poliggals. Water is a precious natural resource
and by its very nature limited. The production dmtribution of water is also very energy
intensive by its nature, so reducing water demaadssupport energy conservation goals.

| grew up in St. Louis and fully understand howtdioiate some parts of Missouri are in regards
to water supply. At the same time, our customeglators and those of us in the profession all
recognize that the right thing to do is to use waiisely and efficiently. It makes long term
sense to sustainably manage the resource andatgded steward of it.



Historically however, if we encouraged customergde less water, our organizations suffered
financially. Water utilities, in addition to beirgghly capital intensive, also have a high
proportion of fixed costs. Small incremental retttuts in sales can result in acute financial
pressure on the water utility. In response, yad that they must reduce capital outlays, defer
maintenance and/or make other financial adjustmentperations in order to compensate for
the loss of revenues.

As supply constraints increase and the cost ofitrgavater continues to rise, water utilities have
an increasing responsibility to encourage the wgeof this precious resource. The use of more
efficient plumbing fixtures and appliances, suctoasflow toilets and showerheads, among
other factors, will support a drop in per capitagamption over time.

At the same time, when utilities act as responstdavards of water resources, they increase the
financial pressure on themselves as fixed costd stilldoe recovered despite decreasing sales
volumes. One solution to this challenge is the ephof "decoupling” rates from sales volumes,
which can help address both the need to more efigi use water while keeping the utility
financially sound. The electric power industry leaperienced similar issues with regard to
demand side management programs designed to bettieol the need for new generating
capacity or the use of high priced fuels.

In Connecticut and Maine, we partnered with RegusatConsumer Advocates, business
organizations, customers and the environmental aomitgnto make a dramatic step in the
evolution of drinking water regulation in New Ength As a result, our company is e no longer
in the business of selling water! We are in thsithess of providing drinking water service.

With the passage of the legislation authorizing @& Revenue Adjustment Mechanism
(WRAM) in Connecticut in 2013 (See Appendix for RB-78), we no longer benefit financially
by selling water. Our revenues are capped at whatapproved in our most recent rate case.
We only recover those revenues as approved by TRBWURA in our most recent rate case,
regardless of weather or customer growth. To enfimess, customers will get a refund if we
sell too much water. Further, there is an earngingging mechanism with the customers if an
over-collection results in the company exceedingRIIRA authorized rate of return.

Conversely, we are permitted to apply a surchargeustomer bills to recover the minimum
allowed annually by our regulators. That surchasgpplied the following year.

In the 3 years since the passage of the WRAM, we barcharged customers about 2 to 4 %.

At the same time, we are seeing a gradual redustionr overall system water delivery. The
current trend line is a year over year reductiodehvery of about 1.5%. This is occurring
through customer education, appliance replacerbetier technology and a general

conservation ethic that is evident among our custemThis will translate over time into
dramatic savings in source development, pumpimgage and stress on the natural environment.

Given the strength of this program, we have in&dwa pilot customer water conservation
promotion. If a customer who enrolls in the pragrases 10% less water in 2016 than they did
in 2015, we will give them a $30 credit on theif.bSo far, among the 5,000 customers who



signed up for the program, about 40% have achidwedoal and they have saved over 9 million
gallons through the first 6 months of 2016.

The WRAM bill had broad support from PURA and then@ecticut Office of Consumer Council
(OCCQC), with supporting testimony submitted by then@ecticut Department of the Environment
and Energy (DEEP), Rivers Alliance of Connecti@igrra Club, Connecticut Fund for the
Environment, and the Nature Conservancy. It iss a priority for the League of Conservation
Voters. It was recognized as providing significanvironmental and energy conservation benefits.
At the same time there were customer safeguardisitiol the process and the opportunity for
customers to further benefit in the long term webuced water demands allowing for the delay or
avoidance of additional supply development.

In addition to Connecticut and Maine, Californisgevdda, Indiana and New York have instituted
varying forms of WRAM'’s for water utilities. Accding to the Brattle Group, 27 states have
similar mechanisms in place for electric utiliteesd 30 states for natural gas.

Prospective Test Years

In a rising-cost industry with heavy capital invasnt requirements, the use of historic test years
almost assures there will be no return on or regoekcapital that is invested during the test
year and thereafter until the utility files anotihate case. Any return on such investments could
therefore be delayed for a number of years. Tlasalirages necessary investment during these
periods and skews construction and investment grbased on artificial test year issues rather
than system needs and efficient construction ptapprocesses.

Due to regulatory lag, strictly historical test y&aan virtually ensure that the utility does not
earn its allowed rate of return, thereby increasisigand the cost of capital.

From a regulatory and public policy perspective, tituchstone for test years should be whether
they produce rates that are prospectively relevhat,is, that the rates most accurately reflect
the costs during the period the rates are modylikebe effective.

A "best practice" in this area would provide thaitytwith the obligation to identify the most
prospectively relevant test year and the choiaestthat test year in a rate proceeding. The
utility would have the choice of utilizing a historcurrent or future test year and would have the
burden of demonstrating the propriety of that charcthe rate proceeding. The use of future test
years would have additional filing and proof requients associated with them to assure that
any projections are reasonable. Any party coulcboirse challenge the utility's choice of test
year.

Connecticut allows utilities to utilize the mosteat 12-month period, which synchronizes rates
and investment quite well.

According to the Brattle Group, 19 states have sstbp future test year in regards to water
utility rate recovery.



Acquiring Troubled Water Systems

With over 50,000 water systems in the United Stdtee is a clear need for consolidation.
According to the Missouri Department of Natural Reges, there are 1,426 community water
systems across the state.

In order to meet the significant capital requiretnd@rallenges water utilities face, the
achievement of scale is paramount. One regulatamiythat states can utilize is allowing for an
acquisition adjustment in water rates.

An acquisition adjustment provides for the diffeserbetween depreciated original cost and a
purchase price to be recovered by the acquiridigyutirough the rates it charges, offset by the
cost savings of the combination or utility plantéstment avoided.

Pennsylvania and Connecticut and other statesogkpkllow acquisition adjustments for small
and/or troubled systems, subject to certain camukti and at least four states, lllinois, Indiana,
Pennsylvania, and Missouri, have enacted law tatiies an appraisal process for determining
the fair market value. In addition, Connecticlibak for an acquisition surcharge to be imposed
on customers of acquired systems if there arefgignt costs incurred to bring the system into
compliance after neglect and artificially low ratgsthe prior owner.

A basic "best practices"” principle regarding watgstem acquisitions could be stated as follows:

"If and to the extent a business combination predudentifiable savings, service improvements
or other benefits to customers, shareholders shaud the opportunity to recover and earn a
return on the investment required to produce thesefits."

In this concept, the difference between depreciataginal cost and a fair market purchase price
represents the investment necessary to producditseara would be treated similarly to other
investments the utility makes to provide cost dffex; reliable service.

Methods to achieve this goal could include acgomsiadjustments to rate base or the ability of
the utility to retain quantified savings resultingm the combination equivalent to a return of
and on the investment necessary to produce thagsavi

My company has acquired 40 water systems in 1Gsygartially due to the fact that we have an
opportunity to make our case before the PURA ferititlusion of the premium in rates.

Customer rates and service are also lower andrhkée they would have otherwise been under
the prior ownership. This is an important reguiatiool that should be available to meet the
small water utility challenges state’s face.



Rate Consolidation

Connecticut has a goal of achieving standard taritfing for each utility. Rate Consolidation or
single-tariff pricing has been recognized as themior electric, natural gas and telephone
utilities. These utilities often serve large temeés where the costs of service can be substigntial
different from region to region within the serviggritory.

For example, costs of service for urban customdrde different from rural customers and
differing geographic terrains impose different soMet all customers in a particular class enjoy
the same rates. This has allowed these industriggread the benefits of economies of scale to
all of their customers and to mitigate rate shdbékcts and affordability concerns.

Although Single-Tariff Pricing has at times beemittoversial for water utilities, it should
nonetheless be recognized as a "best practice"pecisly in view of the challenges facing the
industry in the future. The inability to charge fanm rates inhibits the acquisition of troubled
utilities, can result in rate shock or unaffordataltes to customers in certain areas, and
significantly increases the complexity and costegjfulatory proceedings, all to the detriment of
customers, the utility and sound public policy.

The states of Pennsylvania, Florida, Idaho, Ariz&@wslifornia, Delaware, Kansas, Louisiana,
Massachusetts, Montana, New Hampshire, New Jeksath Carolina, Ohio, Oregon, South
Carolina, Texas, Washington, West Virginia, Indiaiianois, lowa, and Missouri have all
adopted this approach in varying forms.

Conclusion

It's been my honor to appear before you here todalyope that my testimony contributes to the
dialogue in a meaningful way. | would close bysting the need for Missouri to embrace more
capital supportive regulatory constructs. Watehesone utility service that is ingested by the
public. The actions your utilities take today,esting in critically needed infrastructure will
impact the cost of water for future generationguiinvestor owned utilities stand ready to
make these investments, and they do not need tergito do it. All that is needed is for the
Missouri legislature and the various stakeholdemsdrk together and adopt and tailor the tools
that are already proven in other states. Thestaio does not work and will result in higher
costs for future generations and perhaps the logssi in the safety and reliability of their wate
service and supply.

Thank you very much!
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Appendix

Connecticut General Statutes

Sec. 16-262v. Water company infrastructure projects: Definitions. For purposes of this
section:

(1) “Eligible projects” means those water compalanpprojects not previously included in the
water company’s rate base in its most recent gersgacase and that are intended to improve or
protect the quality and reliability of service tastomers, including (A) renewal or replacement of
existing infrastructure, including mains, valvesyvices, meters and hydrants that have either
reached the end of their useful life, are worn @ug in deteriorated condition, are or will be
contributing to unacceptable levels of unaccourieedvater, or are negatively impacting water
quality or reliability of service if not replacedB) main cleaning and relining projects; (C)
relocation of facilities as a result of governmextions, the capital costs of which are not
otherwise eligible for reimbursement; (D) purchatéak detection equipment or installation of
production meters, and pressure reducing valvespEhase of energy efficient equipment for
water company operations; (F) capital improvemeetsessary to comply with flow regulations
adopted pursuant to section 26-141b; and (G) redderand necessary system improvements
required for a water system acquisition approvetheyauthority.

(2) “Authority” means the Public Utilities RegulayoAuthority.

(3) “Infrastructure assessment report” means artejded by a water company with the
authority that identifies water system infrastruettneeds and the company’s criteria for
determining the priority for eligible projects redd to infrastructure.

(4) “Pretax return” means the revenue necessast, déduction of depreciation and property
taxes, to produce net operating income equal taviiter company’s weighted cost of capital as
approved by the authority in the company’s mosemégeneral rate case multiplied by the new
original cost of eligible projects.

(5) “Reconciliation adjustment” means the differencetween revenues actually collected
through the water infrastructure and conservatdpnsgment and the amount allowed under the
WICA for that period for the eligible projects. Thenount of revenues over-collected or under-
collected through the adjustment will be recovesetefunded, as appropriate, as a reconciliation
adjustment over a one-year period commencing ol fst.

(6) “Water company” means a water company, as défin section 16-1, that has filed for
approval an individual infrastructure assessmempbnteto support a request for a WICA
adjustment.

(7) “Water Infrastructure and Conservation Adjusttn@VICA)” means an adjustment applied

as a charge or credit to a water company customaes to recover the WICA costs of eligible
projects.
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(8) “WICA costs” means the depreciation and propéak expenses and associated return on
completed eligible projects.

(9) “WICA revenues” means the revenues providedbugh a water infrastructure and
conservation adjustment for eligible projects.

Sec. 16-262w. Water company rate adjustment mechanisms. (a) The Public Utilities
Regulatory Authority may authorize a water compamyse a rate adjustment mechanism, such
as a water infrastructure and conservation adjustnélCA), for eligible projects completed and
in service for the benefit of the customers. A watempany may only charge customers such an
adjustment to the extent allowed by the authorégdal on a water company’s infrastructure
assessment report, as approved by the authority@omdsemiannual filings by the company which
reflect plant additions consistent with such rep®he authority, in consultation with the Office
of Consumer Counsel, shall conduct the proceediragcordance with the provisions of section
16-18a.

(b) On or before ninety days after June 19, 2Q6F authority shall initiate a generic docket on
what shall be included in a water company’'s infiadture assessment report and annual
reconciliation reports and the criteria for detarimg priority of eligible projects. The authority
shall provide public notice with a deadline forardgsted parties to submit recommendations on
the report contents and criteria. The authority malg a hearing on the generic docket but shall
issue a decision on the docket not later than amelted eighty days after the deadline for
interested parties to submit their recommendatmmthe report contents and criteria.

(c) The water company shall file their individualfrastructure assessment report with the
authority and such report shall identify the wasgstem infrastructure needs and a water
company’s criteria for determining priority for gible projects related to infrastructure. The
authority shall address such criteria in its dock#tated pursuant to subsection (b) of this setti
Criteria may include, but shall not be limited tb) age, material or condition of the facilitie®) (
extent and frequency of main breaks or interruptibservice; (3) adequacy of pressure; (4) head
loss; (5) availability of fire flows; and (6) th@ntial of such projects to improve system intggri
and reliability.

(d) The authority shall approve a water companytividual infrastructure assessment report
upon determining that the company has demonsttitedigh generally accepted engineering
practices (1) the infrastructure projects considéoe renewal or replacement are eligible projects;
(2) such projects will benefit customers by impraywater quality, system integrity or service
reliability; (3) they adhere to the criteria estabéd for determining priority for infrastructure
projects; and (4) there is a sufficient level afaatment in infrastructure. The authority may hold
a hearing to solicit input on a water company’sivittial infrastructure assessment report
provided a decision on the assessment is madateotthan one hundred eighty days after filing.
Any such report not approved, rejected or modifigdthe authority within such one-hundred-
eighty-day period shall be deemed to have beeroapgdr

(e) Notwithstanding the provisions of section 16-1§on authority approval of a water
company’s individual infrastructure assessmentntgfioe water company may charge the WICA
for eligible projects in addition to such water qmany’s existing rate schedule pursuant to
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subsection (f) of this section and the procedumed eustomer notification requirements in
subsections (g) and (h) of this section.

(H The WICA adjustment shall be calculated as ec@mtage, based on the original cost of
completed eligible projects multiplied by the apphle rate of return, plus associated depreciation
and property tax expenses related to eligible ptsjand any reconciliation adjustment calculated
pursuant to subsection (j) of this section as agrgnge of the retail water revenues approved in
its most recent rate filing for the regulated ati¢ of said water company.

(g) A water company may impose the WICA adjustnfenteligible projects as a charge or
credit on customers’ bills at intervals of not Iésan six months, commencing on either January
first, April first, July first or October first imny year. No proposed WICA charge or credit shall
become effective until the Public Utilities Reguolat Authority has approved such charges or
credits pursuant to an administrative proceedinge Ruthority may receive and consider
comments of interested persons and members ofuthlec@t such a proceeding, which shall not
be considered a contested case for purposes @f4titthis section or any regulation adopted
thereunder. Such administrative proceeding shatldmepleted not later than thirty days after the
filing of an application by a water company or viitla time period as otherwise established in the
generic docket conducted pursuant to subsectioof (this section. Any approval or denial of the
authority pursuant to this subsection shall nadé&emed an order, authorization or decision of the
authority for purposes of section 16-35. Notwithsliag the provisions of this section, if the
authority has not rendered an approval or deniaceming any such application within the
established timeframe, the proposed charges oiteidthll become effective at the option of the
company pending the authority’s finding with respecsuch charges, provided the company will
refund its customers any such amounts collectad theem in excess of the charges approved by
the authority in its finding.

(h) Water companies shall notify customers throadiil insert or other direct communications
when the adjustment is first applied and the WI®arge or credit shall appear as a separate item
on customers’ bills.

(i) The amount of the WICA applied between geneaité case filings shall not exceed ten per
cent of the water company’s annual retail wateenexes approved in its most recent rate filing,
and shall not exceed five per cent of such revefaresny twelve-month period. The amount of
the adjustment shall be reset to zero as of thexife date of new base rates approved pursuant
to section 16-19 and shall be reset to zero itttrapany exceeds the allowable rate of return by
more than one hundred basis points for any caleyekar

() On or before February twenty-eighth of eachry@awater company shall submit to the
authority an annual reconciliation report for anjGA charges applied to customers’ rates through
December thirty-first of the previous calendar y&arch reconciliation report shall identify those
projects that have been completed, demonstratethibatVICA charges are limited to eligible
projects that are in service and used and usefol e end of the calendar year, and include any
other information required as a result of the gengocket conducted pursuant to subsection (b)
of this section. The company shall indicate inrg@gort any significant changes in the extent of
infrastructure spending, the priorities for deterimg eligible projects or the criteria established
the infrastructure assessment report. In additf@reconciliation report shall compare the WICA
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revenues actually collected to the allowed amodirih® adjustment. If upon completion of the
review of the annual reconciliation report the awitty determines that a water company over
collected or under collected the WICA adjustmeim¢, difference between the revenue and costs
for eligible projects will be recovered or refunded appropriate, as a reconciliation adjustment
over a one-year period commencing on April firdteTcompany shall refund the customers with
interest for any over collection but shall not ligible for interest for any under collection.

14



Sample Customer Notification for WICA

To Our Valued Customers:

Connecticut Water Company would like to advise you that the company has requested and
received approval from the Department of Public Utility Control (DPUC) for a surcharge to water
bills, as authorized by a Connecticut law passed in 2007, designed to encourage the replacement
of water infrastructure. The program covers distribution system pipes that have either reached
the end of their useful life; are worn out; are in deteriorated condition; are or will be contributing
to unacceptable levels of unaccounted for water; or are negatively impacting water quality or
reliability of service.

As water pipes and facilities age, it is important for water companies to continue to invest in their
replacement. This ongoing effort ensures we can continue to deliver a quality product and reliable
service to our customers. Eligible projects completed and included under the Water Infrastructure
and Conservation Adjustment (WICA) will improve water quality and reliability of service and help
save precious water resources by minimizing distribution system breaks and leaks.

With this approval, a WICA charge may now be included on your water bills for eligible
infrastructure projects that are completed and in service for the benefit of customers. These types
of infrastructure projects are already eligible to be recovered in water customers’ rates through a
general rate case proceeding. The WICA adjustment provides for incremental, interim rate
adjustments that help alleviate the spikes and customer rate shock that can occur if water
companies accumulate those expenses for years until a full general rate case proceeding.

The law limits the amount of the surcharge that can be applied to 5% per year or a maximum of
7.5% between general rate case filings. In the initial phase of the program, Connecticut Water
would expect our projects would represent approximately 2% per year.

The percent increase would be applied to the total bill for each customer. A typical residential
customer who uses 18,000 gallons per quarter with a bill of $XXX per quarter would see about
XXX per quarter or just over XXX per month increase on their bill if we reached the maximum 5%
annual WICA increase. This equates to an increase of XXXX cents per day to provide the
necessary investment to maintain service and integrity of the water distribution system.

We look forward to continuing to provide you with quality water and service. Please feel free to
contact our Customer Service Representatives at 1-800-286-5700 if you have any questions on
the WICA charge or if we can assist you regarding your water or service. Should you still have
guestions or concerns after contacting our customer service staff, you may call the Department
of Public Utility Control at 1-800-382-4586 (toll free in Connecticut).
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Substitute Senate Bill No. 807
Public Act No. 13-78

AN ACT CONCERNING WATER INFRASTRUCTURE AND CONSERVATION,
MUNICIPAL REPORTING REQUIREMENTS AND UNPAID UTILITY ACCOUNTS AT
MULTI-FAMILY DWELLINGS.

Be it enacted by the Senate and House of Representatives in General Assembly
convened:

Section 1. (NEW) (Effective from passage) The Public Utilities Regulatory Authority shall
authorize rates for each water company, as defined in section 16-1 of the general
statutes, that promote comprehensive supply-side and demand-side water
conservation. In establishing such rates, the authority shall take into consideration state
energy policies, the capital intensive nature of sustaining water systems that minimize
water losses and the competition for capital for continued investments in such systems.
Such rates shall consider (1) demand projections that recognize the effects of
conservation, (2) implementation of metering and measures to provide timely price
signals to consumers, (3) multiyear rate plans, (4) measures to reduce system water
losses, and (5) alternative rate designs that promote conservation.

Sec. 2. (Effective from passage) The Public Utilities Regulatory Authority shall initiate a
docket to identify water and energy conservation programs, including, as applicable,
measures in an approved water supply plan pursuant to section 25-32d of the general
statutes, that would be eligible for recovery by any water company, as defined in
section 16-1 of the general statutes, in a general rate case, provided such company
implements such programs and demonstrates with information and data available to
the public that the expenses for such programs were reasonable and prudent. On or
before January 1, 2014, the Water Planning Council, in conjunction with the Energy
Conservation Management Board, shall submit a report to the authority that identifies
and recommends conservation programs for consideration by the authority in such
docket or for incorporation into the Conservation and Load Management Plan
developed pursuant to section 16-245m of the general statutes. The programs to be
recommended by the Water Planning Council, in conjunction with the Energy
Conservation Management Board, may include, but not be limited to, the use of
renewable energy resources, meter equipment and technology to promote timely price
signals and programs for consumers including monthly billing, water audits and leak
detection programs.

Sec. 3. (NEW) (Effective from passage) (a) For purposes of this section, (1) "revenue
adjustment mechanism" means a mechanism that reconciles in rates the difference
between the actual revenues of a water company and allowed revenues, (2) "actual
revenues" means the revenues received or accrued by a water company for water sales
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for a calendar year, including sales for resale and approved miscellaneous charges,
authorized by the Public Utilities Regulatory Authority pursuant to sections 16-19 and
16-262w of the general statutes, as amended by this act, and those revenues authorized
for customers acquired pursuant to section 16-43, 16-2620 or 16-262s of the general
statutes, as amended by this act, since the last general rate case of the company, (3)
"allowed revenues" means revenues for a water company for water sales for a calendar
year, including sales for resale and approved miscellaneous charges, authorized by the
authority pursuant to sections 16-19 and 16-262w of the general statutes, as amended by
this act, and shall include customer growth from an acquisition approved by the
authority pursuant to section 16-43, 16-2620 or 16-262s of the general statutes, as
amended by this act, since the last general rate case of such company, and (4) "water
company" has the same meaning as provided in section 16-1 of the general statutes.

(b) (1) The authority shall not render any draft or final decision in a general rate case of
a water company pending before the authority on the effective date of this section
without approving a revenue adjustment mechanism for such company.

(2) After approval of a revenue adjustment mechanism pursuant to subdivision (1) of
this subsection, such mechanism shall be authorized by the authority annually
thereafter until such time as such company files its next general rate case. Such
company shall file with the authority an annual reconciliation of actual revenues to
allowed revenues that shall include a report of the changes in water demands and any
measures such company has taken to promote water conservation.

(c) (1) On or after the effective date of this section, and before a water company, with
actual revenues at least one per cent less than allowed revenues files for its next general
rate case pursuant to section 16-19 of the general statutes, such company may request,
and the Public Utilities Regulatory Authority shall initiate, a docket for a limited
reopener to approve a revenue adjustment mechanism.

(2) After approval of a revenue adjustment mechanism pursuant to subdivision (1) of
this subsection, such mechanism shall be authorized by the authority annually
thereafter until the earlier of (A) the sixth year after the last general rate case, or (B) such
time as such company files its next general rate case. Such company shall file with the
authority an annual reconciliation of actual revenues to allowed revenues that shall
include a report of the changes in water demands and any measures such company has
taken to promote water conservation.

(d) (1) A water company may request during a general rate case filed pursuant to
section 16-19 of the general statutes, and the Public Utilities Regulatory Authority shall
approve, a revenue adjustment mechanism.

(2) After approval of a revenue adjustment mechanism pursuant to subdivision (1) of
this subsection, such mechanism shall be authorized by the authority annually
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thereafter until such time as such company files its next general rate case. Such
company shall file with the authority an annual reconciliation of actual revenues to
allowed revenues that shall include a report of the changes in water demands and any
measures such company has taken to promote water conservation.

(e) A revenue adjustment mechanism approved pursuant to subsection (b), (c) or (d) of
this section shall be implemented through a modification to the authorized rates or a
rate surcharge or recorded as a deferral on the balance sheet for recovery in rates at the
time of the next general rate case filed by a water company pursuant to section 16-19 of
the general statutes. Any under-recovery or over-recovery of the revenue adjustment or
deferred amount of the previous year shall be included in the calculation of the
subsequent annual adjustment or general rate case proceeding, whichever occurs first.

(f) Concurrent with implementation of a revenue adjustment mechanism pursuant to
subsection (b), (c) or (d) of this section, the authority shall establish an earnings sharing
mechanism that provides for any earnings in excess of the allowed return on equity to
be shared equally between ratepayers and shareholders.
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